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COMMODITY  FUTURES  TRADING 
COMMISSION 
[  17  CFR  Parts  1, 145  ] 

FUTURES  COMMISSION  MERCHANTS 
Financial  and  Reporting  Requrrements 

The  Commodity  Futures  Trading  Cwn- 
mission  (“Commission”)  is  currently  en¬ 
gaged  in  a  comprehensive  study  of  the 
financial  and  reporting  requirements 
imposed  upon  futures  commission  mer¬ 
chants  to  determine  whether  the  re¬ 
quirements  can  be  amended  to  afford 
commodity  customers  a  greater  degree 
of  protection  while  at  the  same  time 
increasing  the  regulatory  eflBciency  of 
these  requirements.  As  a  result  of  this 
study,  the  Commission  has  determined 
that  substantial  revisions  in  its  existing 
regulations  under  the  Commodity  Ex¬ 
change  Act,  as  amended  (“Act”),  7 
U.S.C.  1-22,  are  necessaay.  The  Com¬ 
mission  is  at  this  time  proposing,  as  the 
first  of  these  revisions,  amendments  to 
§S  1.10,  1.17  and  1.18  of  the  regulations 
(17  CFR  1.10,  1.17,  and  1.18)  and  new 
regulations,  §§  1.10a  and  1.16.  The  ef¬ 
fect  of  these  proposals  would  be  (1)  to 
require  that  financial  reports  submitted 
by  futures  conunission  merchants  be 
audited  annually  be  independent  pub¬ 
lic  accountants,  (2)  to  increase  the  fre¬ 
quency  of  financial  reports,  (3)  to  ex¬ 
pand  the  content  of  such  reports,  (4) 
to  require  that  copies  of  these  annual 
reports  be  sent  to  customers,  (5)  to  re¬ 
quire  that  futiu^s  commission  merchants 
compute  their  minimum  capital  require¬ 
ments  on  a  monthly  basis,  and  (6)  to 
make  these  requirements  uniform 
throughout  the  Industry.  Only  futures 
commission  merchants  who  are  mem¬ 
bers  of  a  contract  market  and  conform 
to  minimum  financial  and  related  re¬ 
porting  requirements  set  by  the  con¬ 
tract  market  and  approved  by  the  Com¬ 
mission  pursuant  to  section  4f(2)  of  the 
Act  subsequent  to  (the  effective  date  of 
these  revisions)  would  be  exempt  from 
these  requirements. 

The  Commission  will  siiortly  consider 
proposing  the  adoption  of  rule  amend¬ 
ments  to  provide  for  uniform  capital  re¬ 
quirements  for  all  futures  commission 
merchants  (“FCM’s”)  and  an  improved 
early  warning  system  based  upon  those 
requirements.  The  uniform  capital  re¬ 
quirements  would  contain  improved 
computational  criteria  with  respect  to 
the  computation  of  the  minimum  capi¬ 
tal  requirements  imposed  upon  FCM’s 
and  the  computation  of  an  FCM’s  ad¬ 
justed  net  capital.  The  Commission  has 
become  increasingly  concerned  with  an 
FCM’s  ability  to  finance  its  operations 
almost  exclusively  with  non-subordi- 
nated,  long-term  debt.  The  new  mini- 
miun  capital  rule  would  prevent  this  use 
of  long-term  debt.  The  new  early  warn¬ 
ing  system  would,  for  the  first  time,  be 
integrated  with  the  Commission’s  mini¬ 
mum  capital  rule  and  would  give  warn¬ 
ing  of  approaching  financial  problems 
as  well  as  of  existing  ones.  In  addition, 
it  would  (1)  require  notice  of  the  non- 
current  status  of  an  FC^’s  books  and 
records  and  of  any  other  problems  un¬ 


covered  by  the  audit  of  sui  independent 
public  accoimtant;  and  (2)  require  the 
filing  of  financial  statements  when  an 
FCM  is  expelled  from  any  contract 
market. 

’The  Commission  wishes  to  stress  at 
the  outset  that  it  is  Commission  policy 
to  encourage  contract  market  self -regu¬ 
lation.  In  this  regard,  the  Commission 
anticipates  requiring  all  contract  mar¬ 
kets  to  adopt  and  to  enforce  uniform 
minimum  financial  and  related  reporting 
requirements.  Such  requirements  would 
be  subject  to  the  same  active  oversight 
regulation  as  are  the  other  rule  enforce¬ 
ment  programs  of  the  contract  markets. 
However,  because  of  the  common  inter¬ 
est  of  the  contract  markets  in  the  finan¬ 
cial  integrity  of  their  member  FCM’s 
and  because  of  the  imiform  applicability 
of  the  minimum  financial  and  related 
reporting  requirements  envisioned  by  the 
Commission,  it  may  be  advantageous  for 
the  contract  markets  to  engage  in  a  joint 
enforcement  or  audit  program  to  moni¬ 
tor  compliance  with  such  uniform  mini¬ 
mum  financial  and  related  reporting  re¬ 
quirements.  Such  a  joint  program  or  an 
alternative  program  through  a.  national 
futures  association,  as  provide  for  in 
’Title  m  of  the  Commodity  Futures 
Trading  Commission  Act  of  1974,  7  U.S.C. 
21,  could  meet  the  anticipated  Commis¬ 
sion  requirements.  The  Commission  re¬ 
quests  comments  on  the  anticipated  re¬ 
quirement  that  the  contract  markets 
adopt  uniform  minimum  financial  and 
’related  reporting  requirements. 

Summary  of  Proposed  Revision  of 
Regulation  1.10 

’The  proposed  revision  of  regulation 
1.10  would  increase  the  frequency  of  fi¬ 
nancial  reports  FCM’s  are  required  to  file 
with  the  Commission,  expand  the  con¬ 
tent  of  such  reports,  require  that  such 
reports  be  audited  annually  by  inde¬ 
pendent  public  accountants  and  certified 
by  them,  require  that  copies  of  such  cer¬ 
tified  annual  reports  be  sent  to  custom¬ 
ers,  tmd  make  the  financial  reporting  re¬ 
quirements  uniform  throughout  the  in¬ 
dustry.  In  addition,  any  reports  which 
are  required  to  be  filed  with  the  Commis¬ 
sion  would  also  have  to  be  filed  with  the 
exchanges  of  which  the  FCM  is  a  mem¬ 
ber.  The  rule  is  divided  into  eight  sub- 
paragraphs.  A  discussion  of  these  follows. 

Application  for  registration.  As  pro¬ 
posed,  paragraph  (a)  of  rule  1.10  would 
have  three  parts  which  are  substantially 
the  same  as  paragraphs  (a) ,  (b)  and  (c) 
of  the  present  rule  1.10.  The  proposed 
rule  would  continue  the  requirement  that 
application  for  registration  as  an  FCM 
be  made  on  Form  1-R  and  that  a  finan¬ 
cial  report,  on  Form  1-FR,  be  concur¬ 
rently  filed,  as  of  a  date  not  more  than 
45  days  prior  to  the  date  on  which  such 
report  is  filed.  As  with  the  current  rule, 
an  exemption  is  recognized  for  persons 
succeeding  to  and  continuing  the  busi¬ 
ness  of  another  futures  commission 
merchant. 

As  discussed  below,  the  most  signifi¬ 
cant  departvu^  from  the  current  rule  is 
the  requirement,  in  paragraph  (a)  (2)  of 
the  proposed  rule,  that  Uie  Form  1-FR 


be  certified  by  an  independent  public 
accountant.  However,  the  proposed  rule 
would  no  longer  require  an  applicant  to 
submit  an  estimate  of  his  income  and 
expenses  for  his  first  year  of  operations. 
The  Commission’s  experience  has  shown 
this  to  be  of  very  little  value  either  as  a 
basis  for  denying  registration  or  for  sub¬ 
sequent  regidatory  purposes.^ 

Independent  public  accountants.  Para¬ 
graphs  (a) (2)  and  (b) (2)  of  proposed 
rule  1.10  would  require  that  the  initial 
Form  1-FR  filed  by  an  applicant  futures 
commission,  merchant  and  the  Form 
1-FR  filed  at  the  end  of  each  fiscal  year 
thereafter  be  certified  by  an  independent 
public  accountant.  The  present  Form 
1-FR  requires  that  such  reports  be  at¬ 
tested  to  only  by  a  corporate  officer,  part¬ 
ner  or  sole  proprietor  of  the  applicant 
or  registrant. 

Accurate  information  which  can  be 
evaluated  according  to  standardized  cri¬ 
teria  is  essential  to  the  effective  protec¬ 
tion  of  customers’  funds  and  to  the  over¬ 
all  regulation  of  FCM’s.  In  order  to  in¬ 
sure  such  accurate  information  on  the 
Forms  1-FR  filed  pursuant  to  regulation 
1.10,  the  Commission  believes  independ¬ 
ent  verification  of  such  Information  is 
imperative.  Generally,  there  are  three 
alternative  methods  of  obtaining  such 
independent  verification:  (1)  The  Com¬ 
mission  itself  can  conduct  yearly  general 
audits  of  all  FCM’s,  (2)  It  can  require 
contract  markets  to  audit  all  their  mem¬ 
bers  yearly  with  the  Commission  auditing 
those  few  FCM’s  which  are  not  members 
of  any  exchange,  or  (3)  It  can  require 
that  the  financial  reports  filed  by  FCM’s 
be  certified  annually  by  independent 
public  accountants. 

The  Commission  believes  that  the  use 
of  independent  public  accountants  is  the 
most  efficient  regulatory  method  of  ob¬ 
taining  independent  verification  of  the 
information  provided  on  financial  re¬ 
ports.  In  addition,  the  Commission’s  Ad¬ 
visory  Committee  on  Commodity  Futures 
’Trading  Professionals  *  has  recom¬ 
mended  that  the  Commission  “require 
that  the  year-aid  financial  statements 
submitted  by  PCM’s  be  certified  by  in¬ 
dependent  public  accountants.”’  While 
the  Comptroller  General’s  “Report  to 
Congress  on  Improvements  Needed  in 
Regulation  of  Commodity  Futures  Trad¬ 
ing"  (“GAO  Report”)  recommended  that 
the  exchanges  be  delegated  the  primary 
responsibility  for  audits  of  FCM’s,  that 
report  also  recommended  that  the  Com¬ 
mission  “require  FCM’s  to  engage  inde¬ 
pendent  public  accountants  to  make  the 
required  audits  and  to  furnish  reports 
on  the  results  of  these*-audlts  to  the 
cognizant  exchanges  and  to  the  Commls- 


1  Present  rule  1.10(a)  also  refers  to  floor 
brokers.  Since  this  reference  will  be  elimi¬ 
nated,  the  Ckjmmlssion  proposes  to  add  new 
Buie  1.10a  to  provide  for  application  for  reg¬ 
istration  by  floor  brokers.  The  procedure  for 
such  applications  would  not  be  changed  by 
the  Conunlsslon’s  present  proposal. 

>40  FR  60658  (October  30,  1976). 

*8ee  Report  of  the  Commodity  Futures 
Trading  Commission  Advisory  Committee  on 
Commodity  Futures  Trading  Professionals  14 
(August  5, 1076). 
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Sion.”  ‘  Similarly,  the  Commission’s  Ad¬ 
visory  Committee  on  Definition  and 
Regulation  of  Market  Instruments  *  has 
recommended  that  any  financial  reports 
required  of  persons  dealing  in  commod¬ 
ity  option  transactions  and  leverage 
transactions  in  g(rfd  or  silver  be  certified 
annually  by  independent  public  account¬ 
ants.*  The  use  of  independent  public  ac¬ 
countants  would  relieve  the  Com/nis- 
sion’s  staff  of  the  burden  of  conducting 
general  audits  of  PCM’s.  There  are  ap¬ 
proximately  270  PCM’s  registered  with 
the  CcHnmission.  In  fiscal  year  1976  the 
Commission’s  staff  conducted  133  gen¬ 
eral  audits  of  such  PCM’s.  By  eliminating 
the  need  for  such  audits,  the  Commission 
would  have  greater  flexibility  (1)  to 
conduct  more  frequent  audits  of  PCM’s 
which  the  Commission  believes  are  ex¬ 
periencing  financial  difficulties  and  (2) 
to  expand  its  audit  program  to  include 
other  persons  subject  to  Commission 
regulation. 

Good  general  business  practices  would 
appear  to  necessitate  the  use  of  yearly 
certified  audits  as  part  of  a  firm’s  in¬ 
ternal  control  procedures."  Por  example, 
independent  accountants  review  internal 
control  systems  to  determine  if  the  con¬ 
trols  are  sufficient  to  provide  timely  in¬ 
formation  concerning  a  firm’s  financial 
status  and  adequate  protection  for  cus¬ 
tomers’  funds  pursuant  to  the  Act  and 
Commission  regulations.  Moreover,  cer¬ 
tain  checks  which  a  public  accountant 
would  make  (such  as  verifying  inventory 
and  sending  statements  to  customers  to 
verify  their  credit  or  debt  balances) 
might  be  imacceptably  eostly  for  a  gov¬ 
ernment  or  exchange  authority  to  do. 

The  Commissi(m  does  not  believe  that 
this  independent  audit  requirement  will 
significantly  increase  costs  to  the  indus¬ 
try.  At  least  240  PCM’s,  or  approximately 
90  percent  of  all  PCM’s,  are  currently 
using  public  accountants  either  volun¬ 
tarily  in  their  normal  course  of  business 
or  to  comply  with  exchange  or  govern¬ 
mental  requirements.  In  those  instances 
where  an  PCM  is  not  currently  employ¬ 
ing  an  independent  auditor,  the  Commis¬ 
sion  believes  the  necessity  for  independ¬ 
ent  verification  of  the  information  con¬ 
tained  in  the  Porms  1-PR  filed  by  such 
FdllM’s  is  especially  acute. 

Filing  of  Financial  Reports.  Paragraph 
(b)  of  proposed  rule  1.10  has  four  parts. 
Paragraph  (b)(1),  which  is  a  revision 
of  paragraph  (d)  of  the  present  rule, 
would  require  reports  on  Form  1-FR  to 
be  filed  quarterly  Instead  of  semi-annu¬ 
ally.  Such  reports  would  have  to  be  filed 
no  later  than  30  days  after  the  date  for 


*  Report  of  the  Comptroller  General  of 
United  States  to  Congress  on  Improvements 
Needed  in  Regulation  of  Commodity  Futures 
Trading  46  (June  94,  1975) . 

•40  FR  50567  (October  30,  1976). 

•Report  of  the  Advisory  Committee  on 
Definition  arid  Regulation  of  Market  Instru¬ 
ments  to  the  Commodity  Futures  Trading 
Commission:  Recommended  Policies  on  Com¬ 
modity  Option  Transactions  49  (July  «, 
1970)  — Report  of  the  Advisory  Committee  on 
Definition  and  Regulation  of  Market  Instru- 
mente  to  the  Commodity  Futures  Trading 
Commission:  Reeomsnended  Policies  oh 
Futwres,  Forward  and  Leverage  Contracts  and 
Transactions  40  (July  16,  1976). 


which  the  report  is  made,  with  the  ex¬ 
ception  of  the  certified  annual  reports 
which  would  have  to  be  filed  no  later  than 
60  days  after  the  close  of  each  regis¬ 
trant’s  fiscal  year. 

ITmely  information  is  essential  to  the 
effective  monitoiing  of  the  financial  con¬ 
dition  of  any  business;  it  is  even  more 
vital  in  the  rapidly  fiuctuating  commod¬ 
ity  futures  industry.  While  the  Commis¬ 
sion  believes  that  monthly  reporting  is 
desirable  from  an  informational  point  of 
view,  the  Commission  also  believes  that 
the  economic  burden  placed  upon  regis¬ 
trants  by  a  monthly  reporting  require¬ 
ment  may  outweigh  its  benefits.  Accord¬ 
ingly,  the  Commission’s  proposal  pro¬ 
vides  for  quarterly  reporting  as  a  com¬ 
promise  between  the  necessity  of  timely 
information  and  the  costs  of  such  report¬ 
ing. 

The  information  which  would  be  re¬ 
quired  in  the  new  Form  1-FR  is  essen¬ 
tially  that  which  would  ordinarily  be  pre¬ 
pared  in  the  normal  course  of  business  to 
facilitate  management  of  the  firm.  Such 
reports  are  probably  prepared  monthly  by 
most  firms,  though  perhaps  in  a  less 
formal  manner  than  that  required  dn 
the  Form  IXPR.  Although  the  quarterly 
reporting  requirements  may  increase  the 
costs  of  some  PGM’s,  the  Commission 
does  not  believe  it  will  significantly  in¬ 
crease  costs  in  the  industry  t.s  a  whole. 
Quarterly  reporting  is  a  general  business 
practice.  Approximately  fifty  FCM’s  are 
registered  as  broker-dealers  with  the 
Secvuities  and  Exchange  Commission 
and  are  accordingly  required  to  file 
quarterly  reports  with  that  agency.  For 
the  most  part,  these  are  among  the  larg¬ 
est  PCM’s  where  the  costs  would  be  ex¬ 
pected  to  be  greatest.  In  addition,  the 
Chicago  Mercantile  Exchange  is  now  re¬ 
quiring  quarterly  financial  reports  from 
most  of  its  members.  Since  there  are  ap¬ 
proximately  55  CME  members  who  are 
not  registered  broker-dealers,  approxi¬ 
mately  110,  or  40  percent  of  the  PCM 
population,  are  already  filing  quarterly 
statements. 

As  mentioned  above,  paragraph  (b)  (2) 
of  the  proposed  rule  would  require  that 
the  Form  1-FR  filed  as  of  the  close  of  a 
registrant’s  fiscal  year  be  certified  by  an 
independent  public  accoimtant.  Para¬ 
graph  (b)  (3)  is  the  present  rule  1.10(e) 
redesignated.  It  provides  an  exemption 
from  the  financial  reporting  require¬ 
ments  for  members  of  contract  markets 
whose  financial  regulations  have  been 
approved  by  the  CommlsslcHi  pursuant  to 
section  4f(2)  (rf  the  Act.  At  present,  only 
the  Chicago  Board  of  Trade  and  the  Chi¬ 
cago  Mercantile  Exchange  have  received 
this  type  of  approval.  However,  the  ex¬ 
emption  provided  by  this  paragraph 
would  apply  only  to  members  of  contract 
markets  whose  financial  regulations  have 
been  aiHiroved  by  the  Commission  sub¬ 
sequent  to  the  effective  date  of  this  regu¬ 
lation.  Consequently,  contract  markets 
wishing  to  exempt  their  members  fnnn 
the  Commission’s  financial  reporting  re¬ 
quirements  would  have  to  submit  and 
obtain  Commission  approval  of  the^ 
rules  after  regulation  1.10,  as  revised,  is 
placed  into  effect.  Commission  approval 
of  contract  maiicet  financial  require¬ 
ments  piu’suant  to  section  4f(2)  of  the 


Act  would  be  forthcoming  only  if  such 
requirements  are  consistent  with  those 
of  the  Commission.  At  a  minimum,  con¬ 
tract  market  rules  for  which  such  ap¬ 
proval  is  sought  would  have  to  require: 
(i)  That  the  members  of  the  contract 
market  submit  quarterly  financial  state¬ 
ments;  (ii)  That  such  members  submit 
aimual  financial  statements  certified  to 
by  an  independent  public  accoimtant; 
(iii)  That  the  qualifications  and  respon¬ 
sibilities  of  the  indep>endent  public  ac¬ 
countants  so  certifying  these  annual  fi¬ 
nancial  statements  include  those  set 
forth  in  regulation  1.16;  (iv)  That  the 
contents  of  the  financial  statements  filed 
by  members  contain,  at  a  minimum,  the 
financial  information  which  would  be  re¬ 
quired  by  proposed  regulation  1.10(d); 
(v)  That  such  statements  be  filed  with  all 
contract  markets  of  which  the  PCM  is  a 
member;  (vi)  That  certain  portions  of 
a  member’s  financial  statements  be  sent 
to  and/or  made  available  to  the  mem¬ 
ber’s  customers;  (vli)  That  members 
comply  with  a  minimum  capital  require¬ 
ment  which  is  at  least  as  stringent  as 
that  set  forth  in  the  Commission’s  regu¬ 
lations;  (viii)  That  the  computational 
formula  used  to  determine  compliance 
with  this  minimum  capital  requirement 
be  substantially  the  same  as  that  set 
forth  in  the  Commission’s  regulations; 
and  (ix)  That  each  member  formerly 
compute  his  financial  status  and  his 
compute  his  financial  status  and  his  min- 
imiun  financial  requirements  monthly. 

Paragraph  (b)  (4)  of  the  proposed  rule 
contains  a  new  provision  which  requires 
an  PCM  to  furnish  more  frequent  re¬ 
ports  on  Form  1-FR  or  to  supply  addi¬ 
tional  information  upon  the  written  re¬ 
quest  of  a  contract  market  or  the  Com¬ 
mission.  This  enables  the  contract  mar¬ 
kets  and  the  Commission  to  obtain  more 
timely  information  than  is  supplied  by 
the  quarterly  report  and  is  expected  to 
be  used  on  a  case-by-case  basis,  nor¬ 
mally  where  an  PCM  is  thought  to  be  in 
a  questionable  financial  condition. 

Where  to  file  reports.  Proposed  regula¬ 
tion  1.10(c)  requires  that  all  reports  pro¬ 
vided  for  in  regulation  1.10  be  filed  with 
the  nearest  regional  office  of  the  Com¬ 
mission  and  with  all  contract  markets 
of  which  the  registrant  is  a  member.  The 
present  practice  is  for  an  PCM  to  submit 
his  financial  reports  only  to  the  nearest 
regional  office  of  the  Commission.  The 
requirement  of  regulation  1.10(c)  that 
such  reports  be  furnished  to  the  contract 
markets  is  in  furtherance  of  the  Commis¬ 
sion’s  policy  of  promoting  contract  mar¬ 
ket  self-regulation.^  The  sole  exception 


•  Tlie  Commission  is  aware  that  a  niunber 
of  commodity  exchanges  are  considering  the 
establishment  of  a  Joint  audit  program  to 
avoid  duplication  of  effort  where  an  FCM 
is  a  member  of  more  than  one  commodity 
exchange.  Ih  that  event,  it  might  be  sufficient 
for  an  PCM  to  file  his  reports  with  one  ex¬ 
change  rather  than  with  each  exchange  of 
which  the  FCM  is  a  member.  However,  until 
the  exchangees  develop  such  a  program,  the 
Commission  can  see  no  other  alternative 
whtch  adequatMy  facilitates  self-regulation 
than  the  requirement  that  each  exchange  of 
which  an  FCM  is  a  member  receive  a  copy  of 
each  report. 
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to  this  requirement  is  the  information 
required  by  the  Commission  or  a  con¬ 
tract  market  pursuant  to  paragraph  (b) 
(4) ;  such  information  need  be  furnished 
only  to  the  Commission  and  the  contract 
market  requiring  the  information. 

Contents  of  financial  reports.  Para¬ 
graph  (d)  of  proposed  relation  1.10 
describes  the  required  contents  of  a  Form 
1-FR.  Under  current  requirements,  each 
Form  1-FR  must  contain  a  Statement  of 
Financial  Condition,  a  Statement  of  the 
Computation  of  the  Minimum  Capital 
Requirements  Pursuant  to  Regvilation 
1.17,  and  a  Schedule  of  Segregation  Re¬ 
quirements  and  Funds  on  Deposit  in 
Segregation.  To  these,  the  Commission 
proposes  to  add  Statements  of  Income 
(Loss),  Changes  in  Financial  Position 
(and  comparative  Statements  of  Income 
(Loss)  and  Changes  in  Financial  Posi¬ 
tion  for  the  corresponding  period  of  the 
prior  year) ,  Changes  in  Ownership 
Equity,  and  Changes  in  Liabilities  Sub¬ 
ordinated  to  the  Claims  of  General 
Creditors.  The  first  two  statements  are 
considered  basic  financial  statements 
and  serve  as  indicators  of  the  present 
and  future  status  of  a  firm’s  financial 
condition.  The  later  two  statements 
are  relatively  simple  to  prepare  and  pro¬ 
vide  important  information  with  respect 
to  changes  in  an  FCM’s  capital  structure 
which  may  be  unobtainable  from  the 
other  financial  statements  in  the  Form 
1-FR.  The  Commission  points  out  that 
the  Statement  of  Changes  in  Ownership 
Equity  would  not  require  the  disclosure 
of  changes  in  the  individual  ownership 
positions  of  an  FCM’s  stockholders  or 
partners,  but  would  Instead  provide  im¬ 
portant  information  with  respect  to 
changes  in  an  FCM’s  general  capital 
structure  by  requiring  the  disclosure  of 
such  things  as:  additional  sales  of  stock 
or  partnership  units,  retirements  or  re¬ 
purchases  of  stock  or  partnership  units, 
cash  or  stock  dividends,  prior  period  ad¬ 
justments,  and  recapitalizations,* 

All  the  above  statements  must  be  cer¬ 
tified  annually,  including  the  compara¬ 
tive  Statements  of  Income  (Loss)  and 
Changes  in  Financial  Position  for  the 
corresponding  period  of  the  prior  year. 
The  comparative  Statements  of  Income 
(Loss)  and  Changes  in  Financial  Posi¬ 
tion  for  the  corresponding  period  of  the 
prior  year  need  not  be  certified,  if  such 
certification  would  require  an  audit  of 
a  period  prior  to  the  effective  date  of 
pressed  rule  1.10.  The  Statements  of 
Income  (Loss)  and  Changes  in  Financial 
Position  must  be  for  the  period  between 
the  date  of  the  most  recent  certified 
Statement  of  Financial  Condition  filed 
with  the  Commission  and  the  date  for 
which  the  report  is  made.  For  example, 
if  the  prior  certified  statement  was  as 
of  December  31, 1977,  and  the  report  was 
made  as  of  March  31,  1978,  the  income 
statement  would  be  for  the  liiree  months 
ending  March  31,  1978,  with  a  compara- 


■The  Commission  also  notes  that  the  ap> 
proximtaely  fifty  FCM’s  currently  registered 
with  the  Securities  and  Exchange  Commis¬ 
sion  as  broker-dealers  are  required  to  prepare 
this  statement  under  the  rules  of  that  agency. 


tive  income  statement  for  three  months 
ending  March  31.  1977.  If  the  report  was 
for  the  period  ending  September  30, 1978, 
the  income  statement  would  be  for  the 
nine  months  ending  September  30, 1978, 
the  comparative  income  statement  woulci 
be  for  the  nine-month  period  ending 
September  30,  1977.  The  Commlssicm 
does  not  intend  to  require  Income  state¬ 
ments,  certified  or  otherwise,  which  in¬ 
clude  periods  prior  to  effective  date  of 
regulation  1.10. 

In  addition  to  the  above  statements 
and  schedules,  the  Commission’s  pro¬ 
posal  would  require  that  the  Form  1-FR 
be  completed  in  accordance  with  the  in¬ 
structions  thereto:  that  appropriate 
footnote  disclosure  be  added;  and  that, 
in  addition  to  the  information  expressly 
required,  such  further  material  informa¬ 
tion  be  added,  if  any,  as  may  be  neces¬ 
sary  to  prevent  the  required  statements 
and  schedules  from  being  misleading. 

The  Statement  of  Financial  Condi¬ 
tion  and  the  Statements  of  Income 
(Loss),  Changes  in  Financial  Position, 
Changes  in  Ownership  Equity,  and 
Changes  in  Liabilities  Subordinated  to 
Claims  (rf  General  Creditors  filed  in  con¬ 
nection  with  the  certified  reports  re¬ 
quired  by  proposed  regulations  1.10(a) 
(2)  and  1.10(b)(2)  need  not  be  filed  in 
Form  1-FR  format  if  the  independent 
public  accountant  determines  such  for¬ 
mat  would  be  inconsistent  with  generally 
accepted  acemmting  principles  for  the 
financial  statements  of  the  applicant  or 
registrant.  If  such  a  determination  is 
made,  the  Statement  of  Financial  Con¬ 
dition  must  be  presented  in  a  format 
which  is  as  consistent  as  possible  with 
Form  1-FR  and-a  reconciliation  must  be 
provided  which  reconciles  the  Statement 
of  Financial  Condition  to  the  Statement 
of  the  Computation  of  the  Minimum 
Capital  Requirements  Pursuant  to 
S  1.17  of  the  Commission’s  regulations. 

Election  of  fiscal  year.  Paragraph  (e) 
(1)  of  proposed  regulation  1.10  provides 
that  each  applicant  or  registrant  may 
establish  a  fi^al  year  other  than  the  cal¬ 
endar  year.  Paragraph  (e)  (2)  concerns 
the  election  by  an  FCM  to  file  its  finan¬ 
cial  reports  as  of  calendar  quarters  in 
lieu  of  fiscal  quarters.  Each  applicant  or 
registrant  may  establish  a  fiscal  year 
other  than  a  calendar  year  and  may  elect 
to  file  its  financial  reports  as  of  calendar 
quarters  in  lieu  of  fiscal  quarters  by 
notifying  the  Commission  and  all  con¬ 
tract  markets  of  which  it  is  a  member,  if 
any,  of  its  election  of  such  fiscal  year  or 
of  its  intent  to  file  as  of  calendar  quar¬ 
ters,  in  writing,  concurrently  with  the 
filing  of  a  Form  1-FR  pursuant  to  para¬ 
graph  (a)  (2)  of  regulation  1.10  or  within 
90  days  after  the  effective  date  of  the 
regulation.  An  FCM  may  not  change 
such  elections  or  make  such  elections 
after  such  dates  unless  it  makes  written 
application  and  receives  approval  from 
the  Conunission. 

Extension  of  time  for  filing  reports. 
In  the  event  any  applicant  or  registrant 
finds  that  he  cannot  file  one  of  the  un¬ 
audited  reports  without  substantial  xm- 
due  hardship,  he  may  file  with  the  Com¬ 
mission  an  application  for  extension  of 


time  to  a  specified  date  not  more  than 
90  days  after  the  date  as  of  which  the 
financial  condition  is  reported.  The  ap- 
pllcatlmi  must  state  the  reasons  for  the 
requested  extension  and  must  contain 
an  agreement  to  file  the  report  on  or  be¬ 
fore  the  date  specified  in  the  applica¬ 
tion.  Notice  of  such  application  must  also 
be  given  to  all  contract  markets  of  which 
the  PCM  is  a  member.  The  application 
will  be  deemed  denied  unless  the  Com¬ 
mission,  within  10  days  after  the  receipt 
thereof,  notifies  the  applicant  or  regis¬ 
trant  of  the  grant  of  an  extension.  The 
Commission  anticipates  that  it  will  grant 
such  extensiems  only  in  those  rai’e  situ¬ 
ations  where  the  applicant  or  registrant 
is  able  to  demonstrate  to  the  satisfaction 
of  the  Commission  that  substantial  un¬ 
due  hardships  will  be  incurred  as  a  re¬ 
sult  of  timely  filing.  The  Commission  will 
notify  all  contract  markets  of  which  the 
applicant  or  registrant  is  a  member,  if 
any,  of  the  grant  of  any  such  extension. 
(Requests  for  extensions  of  time  for  fil¬ 
ing  certified  financial  statements  are 
covered  separately  in  the  discussion  of 
proposed  regulation  1.16(f).) 

Disclosure  of  Financial  Information 

Paragraph  (g)  of  proposed  rule  1.10 
provides  that  all  Forms  1-PR  filed  pur¬ 
suant  to  the  rule  will  be  public,  except 
that,  if  the  Statement  of  Financial  Con¬ 
dition,  the  Computation  of  Minimum 
Capital  Requirements  Pursuant  to  Sec¬ 
tion  1.17  and  the  Schedule  of  Segrega¬ 
tion  Requirements  and  Funds  on  Deposit 
in  Segr^ration  are  boimd  separately 
from  the  other  financial  statements  and 
schedules  of  the  Form  1-FR,  certain  in¬ 
formation  on  such  other  statements  and 
schedules  will  be  deemed  privileged  or 
confidential.  The  report  of  the  independ¬ 
ent  public  accoimtant  will  be  deemed 
public  information.  The  Freedom  of  In¬ 
formation  Act,  5  U.S.C.  552,  requires 
that  the  Commission  make  its  records 
available  upon  request  to  members  of  the 
public,  unless  such  records  fall  wdthin 
certain  exemptions.  Included  among 
those  exemptions  are  “trade  secrets  and 
commercial  or  financial  information  ob¬ 
tained  from  a  person  and  privileged  or 
confidential.’’  The  Commission  has  taken 
the  position  in  Part  145  of  its  regula¬ 
tions,  17  CFR  Part  145,  that  an  FCM’s 
Statement  of  Financial  Condition  and  its 
Schedule  of  Segregation  Requirements 
and  Funds  on  I^posit  in  Segregation  are 
not  within  this 'exemption.  If  paragraph 
(g)  of  proposed  rule  1.10  is  adopted  as 
proposed,  that  portion  of  the  Commis¬ 
sion’s  reguled;ion8  Implementing  the 
Freedom  of  Information  Act,  17  CFR 
Part  145,  will  be  amended  so  as  to 
classify  an  FCM’s  Computation  of  Mini¬ 
mum  (Capital  Requirements  and  the  re¬ 
port  of  the  independent  public  account¬ 
ant  as  public  records  as  weU. 

Paragraph  (h)  of  prc^iosed  rule  1.10 
would  require  that  each  certified  State¬ 
ment  of  Financial  Condition,  Computa¬ 
tion  of  the  Minimum  Capital  Require¬ 
ments  Pursuant  to  5  1.17,  and  the  opiniim 
of  the  independent  public  accountant, 
with  appropriate  footnote  disclosures,  te 
sent  to  all  customers  of  the  registrant 
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with  open  contracts  or  credit  balances 
and  be  available  for  examination  upon 
request  at  all  offices  of  the  registrant 
where  customer  business  is  transacted.  In 
addition,  each  uncertified  Statement  of 
Financial  Condition  and  Computation  of 
the  Minimum  Capital  Requirements  Pur¬ 
suant  to  §  1.17,  with  appropriate  foot¬ 
notes,  filed  pursuant  to  regulation  1.10 
must  be  made  available  for  examination 
upon  request  at  all  offices  of  the  regis¬ 
trant  where  customer  business  is  trans¬ 
acted. 

The  Commission’s  present  rules  do  not 
require  that  PCM’s  make  any  financial 
disclosures  to  their  customers.  However, 
the  Commission  believes  that  customers 
have  a  right  to  know  the  financial  con¬ 
dition  of  the  FCM’s  with  whom  they  en¬ 
trust  their  funds.  Accordingly,  the  Com¬ 
mission  proposes  to  require  the  financial 
disclosures  to  customers  as  set  forth 
above.  Such  requirements  would  serve  as 
a  form  of  customer  protection  by  provid¬ 
ing  customers  with  a  readily  available 
source  of  information  upon  which  to 
make  informed  judgments  in  selecting  a 
commodity  broker.  In  so  doing,  these  re¬ 
quirements  may  also  act  as  an  incentive 
for  FCM’s  to  maintain  strong  financial 
positions  if  they  believe  customers  may 
take  their  financial  reports  into  con¬ 
sideration  in  choosing  an  FCM.  The 
Commission  points  out  that  neither  its 
proposed  position  on  public  access  to 
FCM  financial  statements  nor  its  pro¬ 
posed  disclosure  to  customers  require¬ 
ment  is  a  new  concept.  The  approxi¬ 
mately  fifty  FCM’s  who  are  currently 
registered  as  broker-dealers  with  the 
Securities  and  Exchange  Commission, 
and  who  account  for  approximately  half 
of  all  customer  business  in  the  futures 
indust^,  are  presently  subject  to  similar 
provisions  under  the  rules  of  that  agency. 

Summary  op  Proposed  Regulation  1.16: 

Qualifications  and  Reports  of  Ac¬ 
counts 

Proposed  regulation  1.10  would  require 
that  the  initial  Form  1-FR  filed  by  an 
applicant  for  registration  as  an  FCM  and 
the  Form  1-FR  filed  each  fiscal  year 
thereafter  be  certified  by  an  independent 
public  accountant.  Proposed  reenilation 
1.16  details  qualifications  required  of 
such  independent  public  accountant  and 
sets  certain  guidelines  which  must  be  fol¬ 
lowed  in  the  conduct  of  the  examination 
of  an  PCM’s  Form  1-PR. 

Accountants  who  certify  financial 
statements  which  are  to  be  filed  with  the 
Commission  must  adhere  to  the  stand¬ 
ards  the  Commission  promulgates  for 
such  filings.  Failure  to  do  so  can  lead  to 
wtihdrawal  of  the  accountant’s  right  to 
practice  before  the  Commission  pursuant 
to  17  CPR  Part  14.  Any  accountant  who 
has  been  barred  from  practicing  before 
the  Commission  pursuant  to  17  CFR 
Part  14  for  this  or  any  other  reason 
will  not  be  considered  a  qualified  ac¬ 
countant  for  purposes  of  regulation  1.16. 

Definitions.  Paragraph  (a)  of  proposed 
regulation  1.16  defines  certain  terms  used 
in  proposed  regulations  1.16  and  1.10. 

The  term  “accountant’s  report”  is  de¬ 
fined  as  a  document  in  which  an  in¬ 
dependent  licensed  or  certified  public  ac¬ 


countant  indicates  the  scope  of  the  audit 
(or  examination)  and  sets  forth  his  opin¬ 
ion  regarding  the  financial  statements. 
When  an  unqualified  opinion  can  not  be 
expressed,  the  reasons  therefore  must  be 
stated. 

The  term  “audit”  is  defined  as  an 
examination  of  the  financial  statements 
by  an  accountant  in  accordance  with 
generally^  accepted  auditing  standards  for 
the  purpose  of  expressing  an  opinion 
thereon. 

The  term  “certified”  is  defined  to  mean 
audited  and  reported  upon  with  an  opin¬ 
ion  expressed  by  an  independent  cer¬ 
tified  public  accountant  or  independent 
lieens^  public  accountant. 

Qualifications  of  accountants.  The 
Commission  will  recognize  only  certified 
public  accountants  who  are  duly  regis¬ 
tered  and  in  good  standing  under  laws 
of  their  place  of  residence  or  principal 
office  and  licensed  public  accountants 
who  are  duly  licensed  on  or  before  De¬ 
cember  31,  1970,  and  in  good  standing 
under  the  laws  of  their  place  of  residence 
or  principal  office. 

■ITie  accountant  must  be  independent 
in  fact  and  in  form.  Examples  of  situa¬ 
tions  in  which  the  accountant  would  not 
be  considered  independent  are  set  forth 
in  paragraph  (b)  (2)  of  proposed  regula¬ 
tion  1.16.  The  Commission  will  give  ap¬ 
propriate  consideration  to  all  relevant 
circumstances,  including  evidence  bear¬ 
ing  on  all  relationships  between  the 
accountant  and  the  registrant  or  appli¬ 
cant  and  any  affiliate  thereof,  and  will 
not  confine  itself  to  any  relationship 
existing  in  connection  with  the  reports 
filed  with  the  Commission,  in  determin¬ 
ing  whether  an  accountant  is  in  fact 
independent.  This  provision  is  similar  to 
Regulation  3-X  of  the  Securities  and 
Exchange  Commission.  The  Commission 
proposes  the  use  of  this  provision  be¬ 
cause  the  accounting  profession  is  fa¬ 
miliar  with  it  and  has  found  it  to  be  a 
satisfactory,  workable  concept,  and  the 
Securities  and  Exchange  Commission’s 
experience  with  it  generally  has  been 
good. 

Accountant’s  reports.  Regulation  1.16 
(c)  describes  the  technical  requirements 
of  the  accountant’s  reports,  the  repre¬ 
sentations  as  to  the  audit  that  the  ac- 
coimtant  must  make,  and  the  statement 
of  opinion  to  be  expressed  by  the  ac¬ 
countant.  It  also  sets  forth  what  is  to  be 
included  in  the  accoimtant’s  report  if 
the  accountant  takes  exception  to  any 
matters  related  to  the  financial  state¬ 
ments.  It  should  be  noted  that  the  ac¬ 
countant  must  review  the  procedures  of 
the  FC!M  for  safeguarding  customer  and 
firm  assets  and  must  so  state  in  that 
paragraph  of  the  opinion  setting  forth 
the  scope  of  the  audit. 

Audit  objectives.  The  audit  must  be 
made  in  accordance  with  generally  ac¬ 
cepted  auditing  standards  and  must  in¬ 
clude  a  review  of  the  accounting  system, 
the  internal  accounting  control,  and  the 
procedures  for  safeguarding  customer 
and  firm  assets,  including  appropriate 
tests  thereof,  since  the  prior  examina¬ 
tion  date.  For  those  firms  having  initial 
certified  audits  because  of  the  promulga¬ 
tion  of  proposed  regulation  1.10  and  for 
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those  persons  applying  for  registration 
imder  proposed  regulation  1.10(a)(2). 
the  tests  would  be  confined  to  the  period 
being  reported  on.  The  audit  must  in¬ 
clude  all  procedures  necessary  under  the 
circumstances  to  enable  the  independent 
public  accoimtant  to  express  an  opinion 
on  the  financial  statements  and  sched¬ 
ules  as  well  as  on  the  adequacies  of  the 
internal  control  procedures.  The  scope  of 
the  audit  and  review  must  be  sufficient 
to  provide  reasonable  assurance  that  any 
material  inadequacies  existing  at  the 
date  of  the  examination  will  be 
discovered. 

Accountants  should  be  aware  that  in 
order  to  conduct  a  proper  audit  under 
these  rules,  they  must  be  familiar  with 
the  rules  and  regulations  of  the  Commis¬ 
sion  and  in  particular  with  the  segrega¬ 
tion  requirements  of  section  4d(2)  of  the 
Act  and  the  regulations  thereunder.  The 
accountant  must  assure  himself  that  the 
daily  computations  of  the  segregation  re¬ 
quirements  are  being  computed  in  ac¬ 
cordance  with  such  requirements.  In  ad¬ 
dition,  the  accountant  must  ascertain 
that  the  periodic  computations  of  the 
minimum  capital  requirements  are  being 
made  in  accordance  with  regulation  1.17 
and  are  being  computed  monthly  in  ac¬ 
cordance  with  proposed  regulation  1.18. 
The  Commission  anticipates  that  it  will 
selectively  review  the  FCM  audits  con¬ 
ducted  by  independent  public  account¬ 
ants  to  monitor  compliance  with  the 
auditing  standards  set  forth  in  proposed 
regulation  1.16. 

Extent  and  timing  of  audit  procedures. 
If,  during  the  course  of  an  audit  or  in¬ 
terim  work,  the  accountant  determines 
that  any  material  inadequacies  exist  (as 
described  in  the  audit  objectives  of  para¬ 
graph  (d)(1)  of  proposed  rule  1.16),  he 
must  call  it  to  the  attention  of  the  FCM, 
who  has  the  responsibility  to  inform  the 
Commission  and  all  contract  markets  of 
which  the  FCM  is  a  member,  if  any,  of 
such  inadequacies  by  written  notice 
within  24  hours  given  thereafter.  The 
FCM  must  also  furnish  the  accountant 
with  a  copy  of  the  notice  to  the  Com¬ 
mission  within  the  same  24  hour  period. 
If  the  accountant  fails  to  receive  such 
notice  from  the  firm  within  the  24  hour 
period,  or  if  he  disagrees  with  the  state¬ 
ments  contained  in  the  notice,  the  ac¬ 
coimtant  must  notify  the  Commission 
and  all  contract  markets  of  which  the 
FCM  is  a  member,  of  the  material  in¬ 
adequacy  within  the  next  24  hour  period. 

The  Commission  believes  it  is  the  re¬ 
sponsibility  of  the  independent  auditors 
to  determine  the  extent  and  timing  of 
their  audit  procedures.  The  audits  must, 
at  a  minimum,  be  made  in  accordance 
with  generally  accepted  auditing  stand¬ 
ards  and  the  audit  objectives  set  forth  in 
paragraph  (d)  of  proposed  regulation 
1.16.  In  determining  the  extent  of  test¬ 
ing,  consideration  must  be  given  to  the 
materiality  of  an  area  and  the  possible 
affect  on  the  financial  statements  and 
schedules  of  a  material  misstatement  in 
a  related  account. 

Extension  of  time  for  filing  audit  re¬ 
ports.  Paragraph  (f )  of  proposed  regula¬ 
tion  1.16  describes  the  procedures  that 
must  be  followed  in  requesting  an  exten- 
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Sion  of  time  on  a  report  which  is  required 
to  be  certified  in  accordance  with  pro¬ 
posed  regulation  1.10.  An  application  for 
extension  of  time  to  a  specified  date, 
which  may  not  be  more  than  90  days  af¬ 
ter  the  date  as  of  which  the  financial 
condition  is  reported,  must  be  filed  with 
the  principal  office  of  the  Commission  in 
Washington,  D.C.  Notice  of  such  appli¬ 
cation  must  be  sent  to  all  contract  mar¬ 
kets  of  which  the  FCM  is  a  member.  The 
application  must  be  made  by  the  PCM 
and  must  <1»  state  the  reasons  for  the 
request  of  the  extension;  (2)  indicate 
that  the  inability  to  make  a  timely  filing 
is  due  to  circumstances  beyond  the  con¬ 
trol  of  the  FCM,  if  such  is  the  case;  (3) 
be  accompanied  by  the  latest  available 
formal  computations  of  his  adjusted 
working  capital  and  of  his  minimum  fi¬ 
nancial  requirements;  <4)  be  accom¬ 
panied  by  the  latest  available  computa¬ 
tion  of  required  segregation  and  by  a 
computation  of  the  funds  actually  in 
segregation  as  of  the  date  of  the  required 
segregation  computation;  (5  )  contain  an 
agreement  to  file  the  report  on  or  before 
the  date  specified  in  the  application;  (6) 
be  received  by  the  Commission  and  all 
contract  markets  of  which  the  applicant 
or  registrant  is  a  member,  prior  to  the 
date  on  which  the  report  is  due;  and  <7) 
be  accompanied  by  a  letter  from  the  in¬ 
dependent  public  accountant  which  an¬ 
swers  certain  questions  which  are 
specified  in  paragraph  <f)  of  proposed 
regulation  1.16. 

An  application  for  extension  of  time 
will  be  deemed  denied  unless  the  Com¬ 
mission,  within  ten  days  of  the  receipt 
thereof,  notifies  the  FCM  of  the  grant  of 
an  extension  or  that  additional  time  is 
required  to  analyze  the  application  satis¬ 
factorily,  in  w'hich  case  the  time  needed 
shall  be  specified. 

Replacement  of  an  accountant.  Pursu¬ 
ant  to  paragraph  (g)  of  proposed  regu¬ 
lation  1.16,  an  FCM  would  be  required  to 
file  notice  with  the  Commission  and  all 
appropriate  contract  market  when  the 
principal  accountant  of  the  FCM,  or  the 
principal  account  of  a  material  subsidi¬ 
ary  of  the  FCM,  is  replaced.  Tlie  notice 
must  describe  any  disagreements  with 
the  former  accountant  on  any  matter  of 
accounting  principles  or  practices,  fi¬ 
nancial  statement  disclosure,  auditing 
scope  or  procedures,  or  compliance  with 
the  applicable  rules  of  the  Commission, 
which  disagreements,  if  not  resolved  to 
the  satisfaction  of  the  former  account¬ 
ant,  would  have  caused  him  to  make  ref¬ 
erence  in  his  report  to  the  subject  mat¬ 
ter  of  the  disagreements.  The  rcM  must 
also  request  the  former  accountant  to 
furnish  a  letter  addressed  to  the  Com¬ 
mission  stating  whether  he  agrees  with 
the  statements  contained  in  the  notice 
of  the  applicant  or  registrant  and,  if  not, 
stating  in  which  respects  he  does  not 
agree. 

If  (1)  within  24  months  prior  to  the 
date  of  the  most  recent  certified  financial 
statements,  a  notice  was  filed  pursuant  to 
paragraph  (g)  (1)  of  regulation  1.16,  (2) 
Included  In  such  filing  there  is  a  re¬ 
ported  disagreement,  (3)  during  the  fis¬ 
cal  year  in  w’hich  the  change  in  account¬ 


ants  took  place  or  during  the  subsequent 
fiscal  year,  there  have  been  any  transac¬ 
tions  or  events  similar  to  those  which  in¬ 
volved  a  reported  disagreement,  and  (4) 
such  transactions  or  events  are  mate¬ 
rial  and  were  accounted  for  or  disclosed 
in  a  manner  different  from  that  which 
the  former  accountant  apparently  con¬ 
cluded  was  required,  the  existence  and 
nature  of  the  disagreements  and  the 
effect  of  such  disagreements  on  the 
financial  statements  must  be  disclosed  in 
a  written  notice  to  the  Commission  and 
all  contracts  markets  of  which  the  appli¬ 
cant  or  registrant  is  a  member. 

Summary  of  Proposed  Revisions  to 

Regulation  1.17 — Minimum  Financial 

Requirements 

Paragraph  (b)  of  regulation  1.17  cur¬ 
rently  provides  an  exemption  from  the 
Commission’s  minimum  financial  re¬ 
quirements  if  the  applicant  or  registrant 
is  a  member  of  a  contract  market  and 
conforms  to  minimum  financial  stand¬ 
ards  and  related  reporting  requirements 
of  the  contract  market  approved  by  the 
Commission  pursuant  to  section  4fi2) 
of  the  Act.  The  proposed  amendment  to 
regulation  1.17  would  provide  a  similar 
exemption,  provided  the  financial  stand¬ 
ards  of  the  appropriate  contract  market 
have  been  approved  by  the  Commission 
subsequent  to  the  effective  date  of  these 
regulations.  Previously  approved  con¬ 
tract  market  financial  standards  would 
have  to  be  resubmitted  for  Commission 
review  to  determine  if  they  meet  with 
the  Commission’s  new  standards  in  or¬ 
der  to  enable  the  contract  market’s 
members  to  take  advantage  of  the  re¬ 
vised  exemption. 

The  Commission  anticipates  that  it 
w'ill  shortly  propose  a  comprehensive  re¬ 
vision  of  regulation  1.17,  Under  this  an¬ 
ticipated  revision,  a  contract  market’s 
financial  standards  would  be  approved 
by  the  Commission  only  if  the  contract 
market  employed  the  same  uniform  com¬ 
putational  formula  as  the  Commission  to 
determine  compliance  with  its  financial 
requirements.  The  Commission’s  finan¬ 
cial  requirements  would  then  represent  a 
minimum  which  the  contracts  markets 
could  increase  as  deemed  appropriate, 
but  not  decrease. 

Summary  of  Proposed  Revision  to  Reg¬ 
ulation  1.18:  Records  for  and  Relat¬ 
ing  TO  Financial  Reporting  and 

Monthly  Computations 

Paragraphs  (a)  and  (c)  of  regulation 
1.18  would  remain  unchanged.  Paragraph 
(b)  would  be  deleted  in  its  entirety  and  a 
new  paragraph  (b)  added.  The  present 
paragraph  (b)  requires  a  trial  balance  as 
of  the  end  of  each  month. 

Proposed  paragraph  (b)  of  regulation 
1.18  would  require  each  registrant  to 
make,  and  to  keep  a  record  of,  formal 
computations  of  his  adjusted  working 
capital  and  of  his  minimiun  capital  re¬ 
quirements  pursuant  to  regulation  1.17  as 
of  the  close  of  business  each  month.  Such 
computation  must  be  completed  and 
made  available  for  inspection  by  any 
representative  of  the  Commission  or  any 
contract  market  of  which  the  registrant 


is  a  member,  if  any,  by  the  close  of  the 
tenth  business  day  after  the  date  for 
which  the  computations  are  made. 

Such  formal  computations  will  admit¬ 
tedly  place  an  additional  burden  on 
FCM’s;  however,  without  such  computa¬ 
tions  the  Commission  believes  it  may  not 
receive  adequate  notice  of  significant  ad¬ 
verse  changes  in  an  FCM’s  capital  struc¬ 
ture.  Without  adequate  notice  of  such 
changes,  the  Commission  may  be  unable 
to  take  action  to  insure  the  protection 
of  customer  funds.* 

Ideally,  a  registrant  should  compute 
its  minimum  capital  requirements  for¬ 
mally  before  the  firm  opens  for  business 
each  day.  However,  it  has  been  suggested 
that  only  a  handful  of  firms  with  the 
most  sophisticated  accounting  systems 
may  be  able  to  comply  with  a  daily  com¬ 
putation  requirement.  Moreover,  while  it 
is  undoubtedly  possible  for  an  F>CM  with 
reasonable  controls  to  make  these  com¬ 
putations  weekly,  such  a  requirement 
may  be  overly  burdensome.  In  order  to 
balance  these  conflicting  factors,  the 
Commission  is  proposing  a  monthly  com¬ 
putation  requirement. 

Form  1-FR 

The  Form  1-FR  remains  the  same  ex¬ 
cept  that  the  title  of  Schedule  I  has  been 
changed  from  “Determination  of  Ade¬ 
quacy  of  Capital  Positions  in  Meeting 
Minimum  Capital  Requirements’’  to 
“Statement  of  the  Computation  of  the 
Minimum  Capital  Requirements  Pur¬ 
suant  to  1.17,’’  and  a  “Statement  of  In¬ 
come,”  a  “Statement  of  Changes  in  Fi¬ 
nancial  Position,”  a  “Statement  of 
Changes  in  Liabilities  Subordinated  to 
the  Claims  of  Gleneral  Creditors,”  and 
a  “Statement  of  Changes  in  Ownership 
Equity”  have  been  added.  The  format  of 
the  new  statements  is  contained  in  Ap¬ 
pendix  A. 

Authority 

The  following  amendments  of  17  CFR 
Part  1  are  proposed  under  the  authority 
of  sections  4f.  4g  and  8a  of  the  Com¬ 
modity  Exchange  Act,  as  amended  (7 
U.S.C.  6f,  6gandl2a). 

In  consideration  of  the  foregoing,  the 
Commission  hereby  proposes  to  amend  17 
CFR  Part  1  as  follows: 

1.  By  revising  §  1.10  to  read  as  fol¬ 
lows: 

§  1.10  Application  for  rcgi^tralion  and 
financial  reports  of  Futures  C4>niinis- 
sion  Merchants. 

(a)  Application  for  registration.  (1) 
Application  for  registration  as  a  futures 
commission  merchant  must  be  made  on 
Form  1-R.  Each  application  must  be  ex¬ 
ecuted  and  filed  in  accordance  with  the 
instructions  accompanying  the  form. 

(2)  Except  as  provided  in  paragraph 
(a)  (3)  of  this  section,  each  person  who 
files  an  application  for  registration  as  a 
futures  commission  merchant,  and  who 

•  The  Commlslson  Is  presently  developing  a 
comprehensive  early  warning  system  based 
in  part  on  compliance  with  this  minimum 
capital  requirements  computation.  If  such 
an  early  warning  system  is  adopted,  the  cur¬ 
rent  regulation  1.18(c)  would  be  replaced  by 
this  system. 
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Is  not  so  registered  at  the  time  of  such 
filing,  must,  concurrently  with  the  filing 
of  such  application,  file  a  Form  1-FR  as 
of  a  date  not  more  than  45  days  prior  to 
the  date  on  which  such  report  is  filed. 
Each  such  person  must  include  with  such 
financial  report  a  statement  describing 
thife  source  of  his  current  assets  and 
representing  that  his  capital  has  been 
contributed  for  the  purpose  of  operating 
his  business  and  will  continue  to  be  used . 
for  such  purpose.  Such  Form  1-FR  must 
be  certified  by  an  independent  public 
accountant  in  accordance  with  §  1.16. 

(3)  The  provisions  of  paragraph  (a) 

(2)  of  this  section  do  not  apply  to  any 
person  succeeding  to  and  continuing  the 
business  of  another  futures  commission 
merchant.  Each  such  person  who  files 
an  application  for  registration  as  a  fu¬ 
tures  commission  merchant  and  who  is 
not  so  registered  at  the  time  of  such  fil¬ 
ing  must  file  a  Form  l-PTR  as  of  the  first 
month-end  following  the  date  on  which 
his  registration  is  approved.  Such  report 
must  be  filed  with  the  Commission  and 
all  contract  markets  of  which  the  appli¬ 
cant  is  a  member,  if  any,  not  more  than 
30  days  after  the  date  for  which  the  re- 
ix>rt  is  made. 

(b)  Filing  of  Anancial  reports.  (1)  Hx- 
cept  as  provided  in  paragraph  (b)  (3) 
of  this  section,  each  person  registered  as 
a  futures  commission  merchant  must  file 
a  Form  1-FR  for  each  fiscal  quarter  of 
each  fiscal  year;  Provided,  however.  If  a 
registrant  so  elects  pursuant  to  para¬ 
graph  (e)  (2)  of  this  section,  a  registrant 
may  file  a  Form  1-FR  for  each  calendar 
quarter  of  each  calendar  year.  Each  such 
Form  1-FR  must  be  filed  no  later  than  30 
days  after  the  date  for  which  the  report 
is  made:  Provided,  however.  That  any 
Form  1-FR  which  must  be  certified  by  an 
independent  public  accoimtant  pursuant 
to  paragraph  (b)  (2)  of  this  section  must 
be  filed  no  later  than  60  days  after  the 
close  of  each  registrant’s  fiscal  year. 
Paragraph  (b)  (1)  of  this  section  will  be 
applicable  to  all  fiscal  quarters  beginning 
after  (the  effective  date  of  this  section) 
but  in  no  event  more  than  90  days  after 
(such  effective  date). 

(2)  The  Form  1-FR  filed  pursuant  to 
paragraph  (b)(1)  of  this  section  as  of 
the  close  of  the  registrant’s  fiscal  year 
must  be  certified  by  an  Independent  pub¬ 
lic  accoimtant  in  accordance  with  §  1.16. 
A  registrant  who  has  elected  to  file  its 
Forms  1-FR  for  each  calendar  quarter  of 
each  calendar  year  pursuant  to  para¬ 
graph  (e)  (2)  of  this  section,  must  none¬ 
theless  file  a  form  Form  1-FR  as  of  the 
close  of  such  registrant’s  fiscal  year. 

(3)  The  provisions  of  paragraphs  (b) 
(1)  and  (b)  (2)  of  this  section  shall  not 
apply  to  any  person  registered  as  a 
futures  commission  merchant  who  is  a 
member  of  a  contract  market  and  con¬ 
forms  to  minimum  financial  standards 
and  related  reporting  requirements  set 
by  such  contract  market  in  its  bylaws, 
rules,  regulations  or  resolutions  and  ap¬ 
proved  after  (the  effective  date  of  these 
regulations)  by  the  Commission  pursu¬ 
ant  to  section  4f  (2)  of  the  Act:  Provided, 
however.  That  each  such  registrant  shall 
promptly  file  with  the  Commission  a  true 


and  exact  copy  of  each  financial  report 
which  it  files  with  such  contract  market. 

(4)  Upon  receiving  written  notice  from 
any  representative  of  the  Commission  or 
any  contract  market  of  which  it  is  a 
member,  an  applicant  or  registrant  must, 
monthly  or  at  such  times  as  specified, 
furnish  the  Commission  and  the  con¬ 
tract  market  requesting  such  informa¬ 
tion,  if  any,  with  a  Form  1-FR  and/or 
such  other  financial  Information  as  re¬ 
quested  by  the  representative  of  the 
Commission  or  the  contract  market. 
Each  such  Form  1-FR  or  such  other  in¬ 
formation  must  be  furnished  within  the 
time  period  specified  in  the  written 
notice. 

(c)  Where  to  Ale  reports.  The  reports 
provided  for  in  this  §  1.10  will  be  con¬ 
sidered  filed  when  received  by  the  re¬ 
gional  office  of  the  Commission  where  the 
applicant  or  registrant  has  its  principal 
place  of  business  and  by  all  contract 
markets  of  which  the  applicant  or  regis¬ 
trant  is  a  member,  if  any;  Provided, 
however.  That  information  required  of 
an  applicant  pursuant  to  paragraph  (b) 

(4)  of  this  section  need  be  furnished  only 
to  the  Commission  and  the  contract 
market  requesting  such  information. 

(d)  Contents  of  Anancial  reports.  (1) 
Each  Form  1-FR  filed  pursuant  to  this 
§  1.10  must  be  completed  in  accordance 
with  the  instructions  to  the  form.  Each 
Form  1-FR  must  contain;  (i)  A  State¬ 
ment  of  Financial  Condition  as  of  the 
date  for  which  the  report  is  made;  (ii) 
Statements  of  Income  (Loss) ,  Changes 
in  Financial  Position,  Changes  in  Own¬ 
ership  Equity,  and  Changes  in  Liabilities 
Subordinated  to  Claims  of  General  Cred¬ 
itors,  for  the  period  between  the  date  of 
the  most  recent  certified  Statement  of 
Financial  Condition  filed  with  the  Com¬ 
mission  (or  the  beginning  of  the  fiscal 
quarter  immediately  following  the  (ef¬ 
fective  date  of  this  rule)  but  in  no  event 
more  than  90  days  after  (such  effective 
date))  and  the  date  for  which  the  re¬ 
port  is  made,  together  with  Statements 
of  Income  (Loss)  and  Changes  in  Finan¬ 
cial  Position  for  the  corresponding  pe¬ 
riod  of  the  previous  year :  Provided,  That 
if  such  statements  are  filed  as  part  of 
the  certified  statements  required  by 
paragraphs  (a)  (2)  or  (b)  (2)  of  this  sec¬ 
tion,  such  statements  must  be  for  the  en¬ 
tire  fiscal  year;  (iii)  a  Statement  of  the 
Computation  of  the  Minimum  Capital 
Requirements  Pursuant  to  §  1.17,  and  a 
Schedule  of  Segregation  Requirements 
and  Funds  on  Deposit  in  Segregation,  all 
as  of  the  date  for  which  the  report  is 
made;  (iv)  appropriate  footnote  dis¬ 
closures;  and  (v)  in  addition  to  the  in¬ 
formation  expressly  required,  such  fur¬ 
ther  material  Information,  if  any,  as  may 
be  necessary  to  make  the  required  state¬ 
ments  and  schedules  not  misleading. 

(2)  The  statements  required  by  para¬ 
graphs  (d)(1)  (1)  and  (d)(1)  (ii)  of  this 
section  may  be  presented  in  accordance 
with  generally  accepted  accounting  prin¬ 
ciples  in  the  certified  reports  filed  as  of 
the  close  of  the  registrant’s  fiscal  year 
pursuant  to  paragraph  (b)(2)  of  this 
section  or  accompanying  the  application 
for  registration  pursuant  to  paragraph 


(a)  (2)  of  this  section,  rather  than  in  the 
format  specifically  prescribed  by  these 
regulations :  Provided,  The  Statement  of 
Financial  Condition  is  presented  in  a 
format  as  consistent  as  possible  with  the 
Form  1-FR  and  a  reconciliation  is  pro¬ 
vided  reconciling  such  Statement  of  Fi¬ 
nancial  Condition  to  the  Statement  of 
the  Computation  of  the  Minimum  Cap¬ 
ital  Requirements  Pursuant  to  §  1.17. 
Such  reconciliation  must  be  certified  by 
an  independent  public  accountant  in  ac¬ 
cordance  with  §  1.16. 

(3)  Attached  to  each  Form  1-FR  filed 
pursuant  to  this  §  1.10  must  be  an  oath 
or  affirmation  that  to  the  best  knowledge 
and  belief  of  the  individual  making  such 
oath  or  affirmation  the  information  con¬ 
tained  in  the  Form  1-FR  is  true  and  cor¬ 
rect.  If  the  applicant  or  registrant  is  a 
sole  proprietorship,  then  the  oath  or  af¬ 
firmation  must  be  made  by  the  propri¬ 
etor;  if  a  partnership,  by  a  general  part¬ 
ner;  or  if  a  corporation,  by  the  chief  ex¬ 
ecutive  officer  and  chief  financial  officer. 

(e)  Election  of  Ascal  year.  (1)  Any  ap¬ 
plicant  or  registrant  wishing  to  establish 
a  fiscal  year  other  than  the  calendar 
year  may  do  so  by  notifying  the  Com¬ 
mission  and  all  contract  markets  of 
which  it  is  a  member,  if  any,  of  its  elec¬ 
tion  of  such  fiscal  year  in  writing,  con¬ 
currently  with  the  filing  of  the  Form 
1-FR  pursuant  to  paragraph  (a)  (2)  of 
this  section  or  within  90  days  of 
(the  effective  date  of  this  section), 
but  in  no  event  may  such  fiscal  year 
end  more  than  one  year  from  the 
date  of  the  Form  1-FR  filed  pursu¬ 
ant  to  paragraph  (a)(2)  of  this  section 
or  more  than  one  year  from  (the  effective 
date  of  this  regulation) .  An  applicant  or 
registrant  which  does  not  so  notify  the 
Commission  and  all  contract  markets  of 
which  it  is  a  member  will  be  deemed  to 
have  elected  the  calendar  year  as  its 
fiscal  year.  A  registrant  must  continue  to 
use  its  elected  fiscal  year,  calendar  or 
otherwise,  unless  a  change  in  such  fiscal 
year  is  approved  upon  written  applica¬ 
tion  to  the  principal  office  of  the  Com¬ 
mission  in  Washington,  D.C.,  and  written 
notice  of  such  change  is  given  to  all  con¬ 
tract  markets  of  which  the  registrant  is 
a  member. 

(2)  Any  applicant  or  registrant  may 
elect  to  file  its  Forms  1-FR  for  each 
calendar  quarter  in  lieu  of  each  fiscal 
quarter  by  notifying  the  Commission  and 
all  contract  markets  of  which  it  is  a 
member,  if  any,  of  its  election,  in  writing, 
concurrently  with  the  filing  of  the  Form 
1-FR  pursuant  to  paragraph  (a)  (2)  of 
this  section  or  within  90  days  after  (the 
effective  date  of  this  section) .  Any  regis¬ 
trant  wishing  to  change  such  election  or 
to  make  such  election  other  than  concur¬ 
rently  with  the  filing  of  the  Form  1-FR 
pursuant  to  paragraph  (a)(2)  of  this 
section  or  within  90  days  of  (the  effective 
date  of  this  section)  may  do  so  only  if 
such  change  or  election  is  approved  by 
the  Commission  upon  written  applica¬ 
tion  to  the  princlp^  office  of  the  Com¬ 
mission  in  Washington,  D.C.,  and  written 
notice  of  such  change  is  given  to  all  con¬ 
tract  markets  of  which  the  registrant  is 
a  member. 
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(f)  Extension  oj  time  j or  filing  reports. 
In  the  event  any  applicant  or  registrant 
finds  that  it  cannot  file  its  report  for  any 
period  within  the  time  specified  in  para¬ 
graphs  (a)(3),  (b)(1),  or  (b)(4)  of  this 
section  without  substantial  undue  hard¬ 
ship,  it  may  file  with  the  principal  office 
of  the  Commission  in  Washington,  D.C., 
an  application  for  an  extension  of  time 
to  a  specified  date  which  may  not  be 
more  than  90  days  after  the  date  as  of 
which  its  financial  condition  is  reported. 
The  application  must  state  the  reasons 
for  the  requested  extension  and  must 
contain  an  agreement  to  file  the  report 
on  or  before  the  specified  date.  The  ap¬ 
plication  must  be  received  by  the  Com¬ 
mission  on  or  before  the  time  specified  in 
paragraphs  (a)(3),  tb)(l),or  (b)(4)  of 
this  section  for  filing  the  report.  Notice 
of  such  application  must  be  given  to  all 
contract  markets  of  which  the  applicant 
or  registrant  is  a  member,  if  any,  con¬ 
currently  with  the  filing  of  such  appli¬ 
cation  with  the  Commission.  An  applica¬ 
tion  for  extension  of  time  will  be  (leemed 
denied  unless  the  Commission,  within  ten 
days  after  receipt  of  the  application, 
notifies  the  applicant  or  registrant  of 
the  grant  of  an  extension.  (See  §  1.16(f) 
for  extension  of  the  time  for  filing  cer¬ 
tified  financial  statements.) 

(g)  Confidentiality  of  reports.  All  of 
the  Forms  1-FR  filed  pursuant  to  this 
section  will  be  public ;  provided,  however, 
that  if  the  Statement  of  Financial  Con¬ 
dition,  the  Computation  of  the  Minimum 
Capital  Requirements  Pursuant  to  §  1.17, 
and  the  Schedule  of  Segr^ation  Re¬ 
quirements  and  Funds  on  Deposit  in 
Segregation  are  bound  separately  from 
the  other  financial  statements  and  sched¬ 
ules  of  Form  1-FR,  trade  secrets  and  cer¬ 
tain  other  conunercial  or  financial  infor¬ 
mation  on  such  other  statements  and 
schedules  will  be  deemed  privileged  or 
confidential.  All  information  on  such 
other  statements  and  schedules  will,  how¬ 
ever,  be  available  for  official  use  by  any 
official  or  employee  of  the  United  States 
or  any  state,  by  any  contract  market  of 
which  the  person  filing  such  report  is  a 
member,  and  by  any  other  person  to 
whom  the  Commission  believes  disclosure 
of  such  information  is  in  the  public  in¬ 
terest.  Nothing  in  this  paragraph  (g)  W’ill 
limit  the  authority  of  any  contract  mar¬ 
ket  to  request  or  receive  any  informa¬ 
tion  relative  to  its  members’  financial 
condition.  The  independent  accountant’s 
opinion  filed  pursuant  to  this  §  1.10  will 
be  deemed  public  information. 

(h)  Financial  reports  to  be  sent  to  cus¬ 
tomers  and  made  available  for  public 
inspection.  Each  certified  Statement  of 
Financial  Condition,  Computation  of  the 
Minimum  Capital  Requirements  Pursu¬ 
ant  to  S  1.17,  and  each  opinion  of  the  in¬ 
dependent  public  accountant,  with  ap¬ 
propriate  footnotes,  filed  pursuant  to 
paragraph  (b)  (2)  of  this  section,  must 
be  sent  to  all  customers  of  the  registrant 
with  open  contracts  or  credit  balances 
and  must  be  available  for  examination 
upon  request  at  all  offices  of  the  regis¬ 
trant  where  customer  business  is  trans¬ 
acted.  Each  such  statement  and  opinion 


must  be  sent  to  customers  and  made 
available  for  examination  no  later  than 
45  days  after  the  date  that  such  state¬ 
ments  are  required  to  be  filed  pursuant 
to  paragraph  (b)  (1)  of  this  section.  In 
addition,  each  Statement  of  Financial 
Condition  and  each  Statement  of  the 
Computation  of  the  Minimum  Capital 
Requirements  Pursuant  to  §  1.17,  with 
appropriate  footnotes,  filed  pursuant  to 
this  §  1.10  must  be  made  available  for 
examination  upon  request  at  all  offices  of 
the  registrant  where  customer  business 
is  transacted. 

2.  By  adding  a  new  §  1.10a  as  follows: 

§  I.lOa  .4pplit‘alion  for  Ho^i^tralluii  of 
Flf>or  Brokers. 

Application  for  registration  as  a  floor 
broker  shall  be  made  on  Form  2-R.  Each 
application  shall  be  executed  and  filed 
in  accordance  with  the  Instructions  ac¬ 
companying  the  form. 

3.  By  adding  a  new  §  1.16  as  follow's: 

§  1.16  Qualifiealioiis  and  Repo:  Is  of  Ae- 
rountants. 

(a)  Definitions — (1)  Accountant's  re¬ 
port.  The  term  “accountant's  report,” 
when  used  in  regard  to  financial  state¬ 
ments,  means  a  document  in  which  an 
independent  licensed  or  certified  public 
accountant  indicates  the  scope  of  the 
audit  (or  examination)  which  he  has 
made  and  sets  forth  his  opinion  regard¬ 
ing  the  financial  statements  taken  as  a 
whole  or  an  assertion  to  the  fact  that 
an  overall  opinion  can  not  be  expressed. 
When  an  overall  opinion  can  not  be  ex¬ 
pressed,  the  reasons  therefore  must  be 
stated. 

(2)  Audit  or  Examination.  The  terms 
“audit”  and  “examination,”  when  iised  in 
regard  to  financial  statements,  mean  an 
examination  of  the  statements  by  an  ac¬ 
countant  in  accordance  with  generally 
accepted  auditing  standards  for  the  pur¬ 
poses  of  expressing  an  opinion  thereon. 

(3)  Certified.  The  term  “certified,” 
when  used  in  regard  to  financial  state¬ 
ments,  means  audited  and  reported  upon 
with  an  opinion  expressed  by  an  inde¬ 
pendent  certified  public  accountant  or 
independent  licensed  public  accountant. 

(b)  Qualifications  of  Accountants.  (1) 
The  Commission  will  recognize  any  per¬ 
son  as  a  certified  public  accountant  who 
is  duly  registered  and  in  good  standing 
as  such  under  the  laws  of  the  place  of 
his  residence  or  principal  office.  The 
Commission  will  recognize  any  person 
as  a  licensed  public  accountant  who  was 
duly  licensed  on  or  before  December  31, 
1970,  and  is  in  good  standing  as  such 
under  the  laws  of  the  place  of  his  resi¬ 
dence  or  principal  office. 

(2)  The  Commission  will  not  recognize 
any  certified  public  accountant  or  li¬ 
censed  public  accountant  as  independent 
who  is  not  in  fact  independent.  For  ex¬ 
ample,  an  accountant  will  not  be  con¬ 
sidered  independent  with  respect  to  any 
applicant  or  registrant  or  any  parent, 
subsidiary,  or  other  affiliate  of  such  ap¬ 
plicant  or  registrant  (i)  in  which,  during 
the  period  of  his  professional  engagement 
to  examine  the  financial  statements  be¬ 


ing  reported  on  or  at  the  date  of  his  re¬ 
port,  he  or  his  firm  or  a  member  thereof 
had,  or  was  committed  to  acquire,  any 
direct  financial  interest  or  any  material 
indirect  financial  interest,  or  (ii)  with 
which,  during  the  period  of  his  profes¬ 
sional  engagement  to  examine  the  finan¬ 
cial  statements  being  reported  on,  at  the 
date  of  his  report  or  during  the  period 
covered  by  the  financial  statements,  he 
or  his  firm  or  a  member  thereof  was  con¬ 
nected  as  a  promoter,  underwriter,  vot¬ 
ing  trustee,  director,  officer,  or  employee, 
except  that  a  firm  will  be  deemed  in¬ 
dependent  with  respect  to  an  applicant 
or  registrant  and  its  affiliates  if  a  former 
employee  or  officer  of  such  applicant  or 
registrant  or  any  such  affiliate  is  em¬ 
ployed  by  the  firm  and  such  individual 
has  completely  disassociated  himself 
from  the  applicant  or  registrant  and  its 
affiliates  and  does  not  participate  in 
auditing  financial  statements  of  the  ap¬ 
plicant  or  registrant  or  its  affiliates  cov¬ 
ering  any  period  of  his  employment  by 
the  applicant  or  registrant  or  its  affiliate. 
An  accountant  will  not  be  considered  in¬ 
dependent  if  he  or  his  firm  or  a  member 
thereof  performs  manual  or  automated 
bookkeeping  services  or  assumes  respon¬ 
sibility  for  maintenance  of  the  account¬ 
ing  records,  including  accounting 
classification  decisions,  of  such  applicant 
or  registrant  or  any  of  its  affiliates.  For 
the  purposes  of  this  §  1.16(b),  the  term 
“member”  means  all  partners  in  the  firm 
and  all  professional  employees  partici¬ 
pating  in  the  audit  or  located  in  the  office 
of  the  firm  participating  in  a  significant 
portion  of  the  audit. 

(3)  In  determining  whether  an  ac¬ 
countant  may  in  fact  not  be  independent 
with  respect  to  a  particular  applicant  or 
registrant,  the  Commission  will  give  ap¬ 
propriate  consideration  of  all  relevant 
circumstances,  including  evidence  bear¬ 
ing  on  all  relationships  between  the  ac¬ 
countant  and  that  applicant  or  registrant 
or  any  affiliate  thereof,  and  will  not  con¬ 
fine  itself  to  the  relationship  existing  in 
connection  with  the  filing  of  reports  with 
the  Commission. 

(c)  Accountant’s  Reports — (1)  Tech¬ 
nical  requirements.  The  accountant’s  re¬ 
port  (i)  must  be  dated,  (ii)  must  be 
signed  manually,  (iii)  must  indicate  the 
city  and  state  where  issued  and  (iv)  must 
identify  without  detailed  enumeration 
the  financial  statements  covei-ed  by  the 
report. 

(2)  Representations  as  to  the  audit. 
The  accountant’s  report  (i)  must  state 
whether  the  audit  was  made  in  accord¬ 
ance  with  generally  accepted  auditing 
standards,  (ii)  must  state  whether  the 
accountant  reviewed  the  procedures  fol¬ 
lowed  for  safeguarding  customer  and 
firm  assets  in  accordance  with  the  pro¬ 
visions  of  the  Act  and  the  regulations 
thereunder,  and  (iii)  must  designate  any 
auditing  procedures  deemed  necessary  by 
the  accoimtant  imder  the  circumstances 
of  the  particular  case  which  have  been 
omitted  and  the  reasons  for  their  omis¬ 
sion.  However,  nothing  in  this  paragraph 
(c)  (2)  shall  be  construed  to  imply  au¬ 
thority  for  the  omission  of  any  procedure 
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which  independent  accountants  would 
ordinarily  employ  in  the  course  of  an 
audit  made  for  the  purposes  of  express¬ 
ing  the  opinions  required  by  paragraph 
(c)  (3)  of  this  section. 

(3)  Opinions  to  be  expressed.  The  ac¬ 
countant’s  report  must  state  clearly:  (i) 
The  opinion  of  the  accountant  with  re¬ 
spect  to  financial  statements  covered  by 
the  report  and  the  accounting  principles 
and  practices  reflected  therein  and  (ii) 
the  opinion  of  the  accountant  as  to  the 
consistency  of  tiie  application  of  the  ac- 
coimting  principles,  or  a?  to  any  changes 
In  such  principles  which  have  material 
effect  on  the  financial  statements. 

(4)  Exceptions.  Any  matters  to  which 
the  accountant  takes  exception  must  be 
clearly  identified,  the  exceptions  thereto 
specifically  and  clearly  stated,  and  to  the 
extent  practicable,  the  effect  of  each  such 
exception  on  related  financial  statements 
given. 

(d)  Audit  objectives.  (1)  The  audit 
must  be  made  in  accordance  with  gener¬ 
ally  accepted  auditing  standards  and 
must  include  a  review  of  the  accoimting 
system,  the  internal  accounting  cMitrol, 
and  the  procedures  for  safeguarding  cus¬ 
tomer  and  firm  assets  in  accordance  with 
the  provisions  of  the  Act  and  the  reg¬ 
ulations  thereimder,  including  appropri¬ 
ate  tests  thereof,  since  the  prior  exam¬ 
ination  date.  The  audit  must  include  all 
procedures  necessary  under  the  circum¬ 
stances  to  enable  the  independent  li¬ 
censed  or  certified  public  accountant  to 
express  an  opinion  on  the  financial  state¬ 
ments  and  schedule.  The  scope  of  the 
audit  and  review  of  the  accounting  sys¬ 
tem,  the  internal  controls,  and  proce¬ 
dures  for  safeguarding  customer  and 
firm  assets  must  be  sufBcieht  to  provide 
reasonable  assurance  that  any  material 
inadequacies  existing  at  the  date  of  the 
examination  in  (i)  the  accounting  sys¬ 
tem,  (ii)  the  internal  accoimting  con¬ 
trols,  and  (iii)  the  procedures  for  safe¬ 
guarding  customer  and  firm  assets  (in¬ 
cluding  the  segregation  requirements  of 
section  4d(2)  of  the  Act  and  the  regu¬ 
lations  thereunder)  will  be  discovered. 
Additionally,  as  specified  objectives  the 
audit  must  include  reviews  of  the  prac¬ 
tices  and  procedures  followed  by  the 
registrant  in  making  (a)  periodic  com¬ 
putations  of  the  minimum  capital  re¬ 
quirements  pursuant  to  5  1.17  and  (b) 
daily  computations  of  the  segregation 
requirements  of  section  4d(2)  of  the  Act 
and  the  regulations  thereunder. 

(2)  A  material  inadequacy  in  the  ac¬ 
counting  system,  the  internal  accounting 
controls,  the  procedures  for  safeguarding 
customer  and  firm  assets,  and  the  prac¬ 
tices  and  procedures  referred  to  in  para¬ 
graph  (d)  (1)  of  this  section  which  is  to 
be  reported  in  accordance  with  para¬ 
graph  (e)  (2)  of  this  section  includes  any 
conditions  which  contributed  substan¬ 
tially  to  or,  if  appropirate  corrective  ac¬ 
tion  is  not  taken,  could  reasonably  be 
expected  to  (i)  inhibit  an  applicant  or 
registrant  from  promptly  completing 
tmsactions  or  promptly  discharging  his 
responsibilities  to  customers  and  other 
creditors,  (ii)  result  in  material  finan¬ 


cial  loss,  (iii)  result  in  material  misstate¬ 
ment  of  the  applicant’s  or  registrant’s  fi¬ 
nancial  statements,  or  (iv)  result  in  vio¬ 
lations  of  the  Commission’s  segregation, 
recordkeeping  or  financial  reporting  re¬ 
quirements. 

(e)  Extent  and  timing  of  audit  proce¬ 
dures.  (1)  The  extent  and  timing  of  au¬ 
dit  procedures  are  matters  for  the  inde¬ 
pendent  public  accountant  to  determine 
on  the  basis  of  his  review  and  evaluation 
of  existing  internal  controls  and  other 
audit  procedures  performed  in  accord¬ 
ance  ^th  generally  accepted  auditing 
standards  and  the  audit  objectives  set 
forth  in  paragraph  (d)  of  this  section.  In 
determining  the  extent  of  testing,  con¬ 
sideration  must  be  given  to  the  mate¬ 
riality  of  an  area  and  to  the  possible 
effect  on  the  financial  statements  and 
schedules  of  a  material  misstatement  in 
a  related  account. 

(2)  If  during  the  course  of  an  audit  or 
interim  work,  the  independent  public  ac¬ 
countant  determines  that  any  material 
inadequacies  exist  in  the  accounting 
system,  in  the  internal  accounting  con¬ 
trol,  in  the  procedures  for  safeguarding 
customer  or  firm  assets,  or  as  otherwise 
defined  in  paragraph  (d)  of  this  section, 
he  must  call  it  to  the  attention  of  the 
applicant  or  registrant,  who  has  the  re¬ 
sponsibility  to  inform  the  Commission 
and  all  contract  markets  of  which  the 
applicant  or  registrant  is  a  member,  if 
any,  of  such  inadequacies  by  written  no¬ 
tice  to  be  received  by  the  Commission  at 
its  principal  office  in  Washington,  D.C., 
within  24  'urs  thereafter.  The  appli¬ 
cant  or  r  v  must  also  furnish  the 
accountai.i  v.  ith  opy  of  said  notice  to 
the  Commission  within  such  24  hour  pe¬ 
riod.  If  the  accountant  fails  to  receive 
such  notice  from  the  applicant  or  regis¬ 
trant  within  said  24  hour  period  or  if  he 
disagrees  with  the  statements  contained 
in  the  notice  of  the  applicant  or  regis¬ 
trant,  the  accountant  must  Inform  the 
Commission  and  all  contract  markets  of 
which  the  applicant  or  registrant  is  a 
member,  if  any,  by  reporting  the  mate¬ 
rial  inadequacy  within  24  hours  there¬ 
after.  Such  report  from  the  accountant 
must  if  the  applicant  or  registrant  failed 
to  file  a  notice,  describe  the  material  in¬ 
adequacies  found  to  exist.  If  the  appli¬ 
cant  or  registrant  filed  a  notice,  the  ac¬ 
countant  must  file  a  report  detailing  the 
aspects,  if  any,  of  the  applicant’s  or 
registrant’s  notice  with  which  the  ac¬ 
countant  does  not  agree. 

(f)  Extension  of  time  for  filing 
audited  reports.  (1)  In  the  event  any  ap¬ 
plicant  or  registrant  finds  that  it  can¬ 
not  file  its  audited  reports  for  any  year 
within  the  time  specified  in  §  1.10  without 
substantial  undue  hardship,  it  may  file 
with  the  principal  office  of  the  Ck>mmis- 
sion  in  Washington,  D.C.,  an  application 
for  extension  of  time  to  a  specified  date 
not  more  than  90  days  after  the  date  as 
of  i^ich  the  financial  condition  must  be 
reported.  Notice  of  such  application  must 
be  sent  to  all  contract  markets  of  which 
the  applicant  or  registrant  is  a  member. 
The  application  must  be  made  by  the  ap¬ 
plicant  or  registrant  and  must:  (1)  State 
the  reasons  for  the  requested  extension; 


(ii)  indicate  that  the  inability  to  make  a 
timely  filing  is  due  to  circumstances  be¬ 
yond  the  control  of  the  applicant  or  reg¬ 
istrant,  if  such  is  the  case,  and  describe 
briefly  the  nature  of  such  circumstances; 

(iii)  be  accompanied  by  the  latest  avail¬ 
able  formal  computations  of  his  adjusted 
working  capital  and  of  his  minimum 
financial  requirements  piu^uant  to  §  1.18 
(b) ;  (iv)  be  accompanied  by  the  latest 
available  computation  of  required  seg¬ 
regation  pursuant  to  regulation  1.32  and 
by  a  computation  of  the  amount  of 
money,  securities,  and  property  segre¬ 
gated  on  behalf  of  customers  as  of  the 
date  of  the  latest  available  computation 
under  regulation  1.32;  (v)  contain  an 
agreement  to  file  the  report  on  or  before 
the  date  specified  by  the  applicant  or 
registrant  in  the  application;  (vl)  be  re¬ 
ceived  by  the  principal  office  of  the  Com¬ 
mission  in  Washln^n,  D.C.,  and  by  all 
contract  markets  of  which  the  applicant 
or  registrant  is  a  member,  if  any,  prior 
to  the  date  on  which  the  report  is  due; 
and  (vli)  be  accompanied  by  a  letter 
from  the  independent  puUic  accountant 
answering  the  following  questions : 

(A)  What  specifically  are  the  reasons  for 
the  extension  request? 

(B)  On  the  basis  of  that  part  of  your  audit 
to  date,  do  you  have  any  indication  that  may 
cause  you  to  consider  commenting  on  any 
material  ixiadequacies  in  the  accounting  sys¬ 
tem,  internal  accounting  controls  or  {Moce- 
dures  for  safeguarding  customer  or  firm 
assets? 

(C)  Do  you  have  any  indication  from  the 
part  of  your  audit  completed  to  date  that 
would  lead  you  to  believe  that  the  firm  was 
or  is  not  meeting  the  iplnimum  capital  re¬ 
quirements  specified  in  f  1.17  or  the  segrega¬ 
tion  requirements  of  section  4d(2)  of  tile  Act 
and  the  regulations  thereunder,  or  has  any 
significant  Qnanclal  or  recordkeeping 
problems? 

(2)  An  application  for  extension  of 
time  will  be  deemed  denied  unless  the 
Commission,  within  ten  days  of  the  re¬ 
ceipt  of  the  applicatiMi,  notifies  the  ap¬ 
plicant  or  registrant  (1)  of  the  grant  of 
an  extension,  or  (ii)  that  additional  time 
is  required  to  conduct  an  adequate  re¬ 
view  of  the  apidication,  in  which  case 
the  time  need^  shall  be  specified. 

(3)  On  the  written  request  of  any 
contract  market  or  an  applicant  or  reg¬ 
istrant,  or  on  its  own  motion,  the  Com¬ 
mission  may  grant  an  extension  of  time 
or  an  ex^ption  from  any  (d  the  certi¬ 
fied  financial  reporting  requirements  of 
this  chapter  either  unconditionally  or  on 
specified  terms  and  conditions. 

(g)  Replacement  of  Accountant.  (1) 
In  the  event  (i)  the  indepaident  public 
accountant  who  was  previously  engaged 
as  the  principal  accoimtant  to  audit  an 
applicant’s  or  registrant’s  financial  state¬ 
ments  resigns  (or  indicates  he  declines 
to  stand  for  re-election  after  the  com¬ 
pletion  of  the  current  audit)  or  is  dis¬ 
missed  as  the  applicant’s  or  registrant’s 
principal  accountant,  (ii)  another  inde¬ 
pendent  accountant  is  engaged  as  prin¬ 
cipal  accountant,  or  (iii)  an  independent 
a(x:ountant  on  whom  the  principal  ac¬ 
countant  expresses  reliance  in  his  re¬ 
port  regarding  a  material  subsidiary 
resigns  (or  formally  indicates  he  declines 
to  stand  for  re-election  after  ccanpletlon 
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of  the  current  audit)  or  is  dismissed  or 
another  independent  public  accountant 
is  engaged  to  audit  that  subsidiary,  the 
applicant  or  registrant  shall  file  written 
notice  of  such  occurrence  with  the  Com¬ 
mission  at  its  principal  office  In  Wash¬ 
ington,  D.C.,  and  with  all  contract  mar¬ 
kets  of  which  the  applicant  or  registrant 
is  a  member,  if  any,  not  more  than  15 
days  after  such  occurrence. 

(2)  Such  notice  must  state  (1)  the  date 
of  such  resignation  (or  declination  to 
stand  for  re-election,  dismissal  or  en- 
g^ement)  and  (11)  whether.  In  connec¬ 
tion  witii  the  audits  of  the  two  most  re¬ 
cent  fiscal  years  and  any  subsequent  in¬ 
terim  period  preceding  such  resignation, 
dismissal  or  engagement,  there  were  any 
disagreements  with  the  former  account¬ 
ant  on  any  matter  of  accoimtingr  princi¬ 
ples  or  practices,  financial  stat^ents 
disclosure,  auditing  sc(^  or  procedures, 
or  compliance  with  the  applicable  rules 
of  the  Commission,  which,  if  not  resolved 
to  the  satisfaction  of  the  former  ac¬ 
countant,  would  have  caused  him  to 
make  reference  in  connection  with  his 
report  to  the  subject  matter  of  the  dis¬ 
agreements  (if  so,  describe  such  dis¬ 
agreements)  .  The  disagreements  re¬ 
quired  to  be  reported  in  this  paragraph 
(g)  (2)  include  both  those  resolved  to  the 
former  accountant’s  satisfaction  and 
those  not  resolved  to  the  former  ac¬ 
countant’s  satisfaction.  Disagreements 
cmitemplated  by  this  paragraph  (g)  (2) 
are  those  which  occur  at  the  decision 
making  level,  l.e.,  between  personnel  of 
the  registrant  responsible  for  presenta¬ 
tion  of  its  financial  statement  and  per¬ 
sonnel  of  the  accounting  firm  responsi¬ 
ble  for  rendering  its  report.  The  notice 
must  also  state  whether  the  accoimtant’s 
report  on  the  financial  statements  for 
any  of  the  past  two  years  contained  an 
adverse  opinion  or  a  disclaimer  of  opin¬ 
ion  or  was  qualified  as  to  uncertainties, 
^udit  scope,  or  accounting  princi^es  (if 
so,  describe  the  nature  of  each  such  ad¬ 
verse  opinion,  disclaimer  of  opinion,  or 
qualification).  The  applicant  or  regis¬ 
trant  must  also  request  the  former  ac- 
coimtamt  to  furnish  the  applicant  or 
registrant  with  a  letter  addressed  to  the 
Commission  stating  whether  he  agrees 
with  the  statements  contained  in  the 
notice  of  the  applicant  or  registrant  and, 
if  not,  stating  the  respects  in  which  he 
does  not  agree.  Each  copy  of  the  notice 
and  accmmtant’s  letter  must  be  manu¬ 
ally  signed  by  the  sole  pixH>rletor  or  a 
general  partner  or  a  duly  authorized 
corporate  officer  of  the  applicant  or 
registrant,  as  appropriate,  and  by  the 
accountant. 

(3)  If  (i)  within  the  24  months  prior 
to  the  date  of  the  most  recent  audited 
financial  statement,  a  notice  has  been 
filed  ptirsuant  to  paragraph  (g)(1)  of 
this  section  reporting  a  change  of  ac¬ 
countants,  (11)  included  in  such  filing 
there  is  a  reported  disagreement  on  any 
matters  of  accounting  principles  or  prac¬ 
tices,  financial  statements  disclosure, 
au^ting  scope,  or  noncompliahce  with 
the  applicable  rules  of  the  Commission, 
(iii)  during  the  fiscal  year  in  which  the 
change  in  accountants  took  place  or  dur¬ 


ing  the  subsequent  fiscal  year,  there  have 
been  any  transactions  or  events  similar 
to  those  which  involved  a  reported  dis¬ 
agreement,  and  (iv)  such  transactions 
or  events  are  material  and  were  ac¬ 
counted  for  or  disclosed  in  a  manner 
different  from  that  which  the  former  ac- 
coimtant  apparently  would  have  con¬ 
cluded  was  required,  the  existence  and 
nature  of  the  disagreements  and  also  the 
effect  on  the  financial  statements  must 
be  stated  in  a  written  notice  to  the  Com¬ 
mission  at  its  principal  office  in  Wash¬ 
ington,  D.C.,  and  all  contract  markets  of 
which  the  applicant  or  registrant  is  a 
member,  if  any,  if  the  method  which  the 
former  accountant  apparently  would 
have  concluded  was  required  had  been 
followed.  These  disclosures  need  not  be 
made  if  the  method  asserted  by  the  for¬ 
mer  accountant  ceases  toloe  generally 
accepted  because  of  authoritative  stand¬ 
ards  or  interpretations  subsequently 
issued.  The  notice  required  by  this  para¬ 
graph  (g)  (3)  must  be  filed  by  the  appli¬ 
cant  or  registrant  concurrently  with  the 
financial  statements  to  which  it  pertains. 

§  1.17  [Amended] 

4.  By  revising  §  1.17(b)  to  read  as  fol¬ 
lows: 

*  •  •  •  • 

(b)  The  requirements  of  paragraph 
(a)  of  this  section  shall  not  be  applicable 
if  the  applicant  for  registration  or  the 
registrant  is  a  member  of  a  contract 
market  and  conforms  to  minimum  finan¬ 
cial  standards  and  related  reporting  re¬ 
quirements  set  by  such  contract  market 
in  its  bylaws,  rules,  regulations  or  reso¬ 
lutions  approved  by  the  Commission 
piusuant  to  section  4f  (2)  of  the  Act  after 
the  effective  date  of  this  regulation. 


§  1.18  [Amended] 

5.  By  revising  §  1.18(b)  to  read  as  fol¬ 
lows: 

***** 

(b)  Each  applicant  or  registrant  must 
make  and  keep  as  a  record  in  accordance 
with  §  1.31,  formal  computations  of  his 
adjusted  working  capital  and  of  its  mini¬ 
mum  financial  requirements  pursuant  to 
§  1.17  as  of  the  close  of  business  each 
month.  Such  computations  must  be  com¬ 
pleted  and  made  available  for  inspection 
by  any  representative  of  the  Commission 
or  any  contract  market  of  whkdi  the  ap¬ 
plicant  or  registrant  is  a  member,  if  any, 
by  the  close  of  the  tenth  business  day 
after  the  date  for  which  the  computa¬ 
tions  are  made,  commencing  the  first 
month  end  after  the  date  his  application 
for  registration  is  filed  or  the  first  month 
end  after  (the  effective  date  of  this  sec¬ 
tion)  . 

*  «  «  «  e 

Appendix  A 

Form  1-FB  remains  the  same  except 
for  the  following: 

1.  The  title  of  Schedule  1  has  been 
changed  from  “Determination  of  Ade¬ 
quacy  of  Capital  Position  in  Meeting 
Minimum  Capital  Requirements’’  to 
“Statement  of  the  Computation  of  the 
Minimmn  Capital  Requirements  Pur¬ 
suant  to  Section  1.17.” 

2.  A  “Statement  of  Income  (Loss)  “  has 
been  added. 

3.  A  “Statement  of  Changes  in  Finan¬ 
cial  Position”  has  been  added. 

4.  A  “Statement  of  Changes  in  Lia¬ 
bilities  Subordinated  to  the  Claims  of 
General  Creditors”  has  been  added. 

5.  A  “Statement  of  Changes  in  Owner¬ 
ship  Equity”  has  been  euided. 

The  format  for  the  new  statements 
follows. 


Statement  of  inoome  (k>««) 


Current  (Corresponding 
period  IHlor  period 


SWKVVB 

1.  Net  saks  cash  commodities  less... . . 

(Cost  of  goods  sold . . . 

Cross  income  from  sales . . 

2.  CommissiODs: 

(a)  Commodity  futores  transactions . 

(b)  Security  transactions . . . 

5.  Interest  and  dividends . 

4.  Firm  trading  accounts; 

(a)  Realised  gain  (loss)... . 

(b)  Unrealised  gain  Qoss) . . . 

6.  Other  income  (itemise  here  or  on  a  separate  page). 

6.  Total  revenue . 


BXPBNSBS 


7.  Commissions  and  floor  brokerage . 

8.  Employee  compensation  and  benefits. 

8.  Occupancy  and  equipment  rental _ 

10.  Interest . . . . . 

11.  Communications . . 

12.  Taxes  other  than  income  taxes _ 

13.  Bad  debt  expense.. . 

14.  Other  operating  expenses . 


16.  Total  expenses. 


16.  Income  Goss)  before  income  tax  expense  and  appropriate  items  below . . . 

17.  Income  tax  expense - - - - - 

18.  Minority  interest  in  Income  of  consolidated  subsidiaries _ 

19.  Equity  in  earnings  of  unconsolidated  subsidiaries  and  60  percent  or  less  owned 

persons . . . . . . . ........ _ _ 

20.  Iiuxmio  or  loss  before  extraordinary  items _ _ 

21.  Extraordinary  items,  less  applicable  tax - - 

22.  Cumulative  effects  of  changes  in  accounting  principles,  less  applicable  tax _ 

23.  Net  income  or  loss... . . . . . . . 
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Statement  of  Changes  in 
Financial  Position 

The  statement  may  be  in  any  format 
which  is  relevant,  but  must  be  in 
cordance  with  generally  ac^pted  ac¬ 
counting  principles. 

Statement  of  Changes  in  Liabilities 
Subordinated  to  Claims  of  General  Cred¬ 
itors 

Subordinated  borrowings  as  previ¬ 
ously  reported _ _ _ $ - 

Increases  (itemize  here  (»:  on  a  sepa¬ 
rate  page) _  _ - 

Decreases  (itemize  here  or  on  a  sepa¬ 
rate  page) _  _ _ _ 

Subordinated  borrowings  currently 
reported _  _ 


Statement  or  Changes  m 
Ownership  Equitt 
Ownership  equity  as  previously 

reported  _ .* _ 9 _ 

Net  Income  (loss)  _ _ _ _ _ _ _  _ _ _ 

Additions  (Itemize  here  or  on  a 

separate  page) _  _ _ _ 

Deductions  (itemize  here  or  on  a 

separate  page) _  _ 

Ownership  equity  currently  re¬ 
ported  _ _ _  _ 

•  *  •  •  • 

'  Interested  persons  are  Invited  to  sub¬ 
mit  written  comments  on  the  proposed 
regulations  to  the  Commodity  Futures 
Trading  Commission,  2033  “K”  Street, 


N.W.,  Washington,  D.C.  20581,  Atten¬ 
tion:  Secretariat  Comments  received  on 
or  before  November  30, 1976,  will  be  con¬ 
sidered  by  the  Commission  before  tak¬ 
ing  action  on  the  prop<»ed  regulations. 
Copies  of  all  comments  received  will  be 
available  for  inspection  at  the  Commis¬ 
sion’s  office  in  Washington,  D.C. 

Issued  in  Washington,  D.C.,  on  (Octo¬ 
ber  6, 1976,  by  the  Comihlssion. 

William  T.  Baglet, 
Chairman,  Commodity  Futures 
Trading  Commission. 

[PR  Doc.76-29911  PUed  10-14-76:8:46  am] 
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